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CONTINUED FORBEARANCE ON LOANS 

AFFECTED BY HURRICANES KATRINA AND RITA 

 

 1.  PURPOSE.  The purpose of this circular is to request continued forbearance for VA 

home loan borrowers affected by the enormity of Hurricanes Katrina and Rita.   

 

2.  CONTINUED FORBEARANCE.  VA encourages holders of guaranteed loans to 

continue to extend all possible forbearance to all borrowers in distress as a result of 

Hurricanes Katrina and Rita.  This includes borrowers within the federally declared 

disaster areas, as well as borrowers in other areas of the country who have provided 

information indicating the hurricanes have impacted their income (due to business partner 

relationships in the disaster areas) or their family expenses (due to provision of assistance 

to relatives evacuated from the disaster areas).   

 

3.  DIFFICULTY IN CASE DEVELOPMENT.  VA recognizes that the scope of the 

disasters has been such that in many cases in the disaster areas mortgagees have been 

unable to obtain necessary information about borrower prospects for repairs to homes or 

resumption of employment income.  VA encourages loan holders and servicers to continue 

efforts to obtain that information on accounts that remain unpaid in the disaster areas, even 

though initiation of termination action might be the usual response to lack of contact from 

borrowers on delinquent loans.  VA requests this delay in normal processing based on an 

understanding that conditions are still so unsettled in some parts of the disaster areas that 

clear information cannot be obtained.  When mortgagees document reasonable servicing 

efforts on loans in disaster areas that result in lack of definitive information, VA will 

withhold the establishment of cutoff dates under the authority of title 38, Code of Federal 

Regulations (CFR), section 36.4319(f), that would usually result in initiation of loan 

termination. 

 

4.  EXTENDED MORATORIUM ON FORECLOSURE INITIATION.  VA 

previously requested a 90-day moratorium from the date of the disasters on the initiation of 

new foreclosures on all loans affected by these two hurricanes.  For loans on properties in 

areas declared by the Federal Emergency Management Agency (FEMA) as eligible for 

individual assistance, that request is hereby extended to February 28, 2006.  VA will not 

establish cutoffs under 38 CFR 36.4319(f) on such loans, and the period of the moratorium 

will be considered “VA-requested forbearance” for purposes of the no-bid avoidance 

provisions of 38 CFR 36.4321.  While the earlier moratorium included all loans 

nationwide, VA believes mortgagees should have had sufficient time to develop reasons 

for default on loans outside the individual assistance areas to ensure that any loans affected 

by the hurricanes will not be referred for foreclosure, but will receive the forbearance 

mentioned in paragraphs 2 and 3.  Any loan in the individual assistance areas that remains 

undeveloped after February 28, 2006, should be discussed with the VA Regional Loan 

Center of jurisdiction. 
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5.  SPECIAL CONSIDERATION.  Some borrowers may experience their first-ever 

defaults due to Hurricanes Katrina or Rita, because of difficulty in obtaining insurance 

adjustments and claim settlements, or other problems in resuming normal life activities 

following the disruptions from the hurricanes.  Holders should consider payment histories 

and age of loans, and extend unusual forbearance for those borrowers with excellent 

records who are suddenly in distress due to the disasters.  Even borrowers with less than 

stellar records should be afforded additional opportunities to resolve their issues before 

considering more serious action.  However, for those loans where borrowers have been 

chronically delinquent and were about to be referred for foreclosure soon after the time the 

hurricanes hit, it would be appropriate to proceed with termination as soon as property 

status can be determined and any other issues, such as availability of title records or 

functionality of the courts, can be resolved. 

 

6.  OTHER RELIEF.  VA applauds the many servicers who have announced plans to 

waive late charges on loans affected by the disasters.  VA also appreciates the fact that 

many servicers have suspended derogatory reporting to credit bureaus on loans affected by 

the disasters.  Other servicers are encouraged to do likewise.   

 

7.  PAYMENT SUSPENSIONS.  VA has learned that some servicers are voluntarily 

suspending payments for all borrowers affected by the disasters, and even returning 

payments as directed by Freddie Mac on loans in its portfolio.  This can be of great benefit 

to borrowers who are temporarily out of work, but require careful handling when deciding 

when payments should resume.  For borrowers who were previously in default and set up 

on repayment plans, any payments they submit should be applied to their accounts, 

especially if they were not directly affected by the disasters.  Otherwise, they are likely to 

use the funds for other bills and fall further behind on their home loans. 

 

 8.  STATION RELEASES.  Regional Loan Centers (RLCs) will not be required to 

distribute copies of this circular, as it will be posted to the Loan Guaranty webpage under 

new circulars.  RLCs may post links to that page with appropriate notices on their 

websites.  Questions may be directed to Carl Wasson at (202) 273-7345.  

 

 9.  RESCISSION:  This circular is rescinded October 1, 2007. 

 

      By Direction of the Under Secretary for Benefits 
 

 

 

 

      Keith Pedigo, Director 

      Loan Guaranty Service 
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